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Preface 

 

Dear JC students in Singapore, 
Hope you will find this A Level examination solution set useful for your revision. 

 
The answers and comments to this solution set are personally crafted and written 
by Mr Mitch Peh, an experienced former MOE JC lecturer and tutor in Singapore. 
Currently, Mr Peh is a full time A Level private tutor, specialising in the teaching of 
A Level subjects: Physics, Chemistry, Mathematics and Economics at both H1 and 
H2 Levels. You can find the A Level solutions for the other subjects under the 
various subject tabs at www.jcpcme.com.   

 
Mr Peh has a proven track record in helping his students achieve success for the A Levels and internal 

school examinations including promos, advancement tests to JC2, block tests, mid years and prelims. 

Most of Mr Peh’s students achieve “A’s and ‘B’s grades for the A Level examinations. During his stint 

teaching at St Andrew’s Junior College, Mr Peh has helped his classes achieve 100% promotion to JC2 

on multiple occasions, attain close to 100% “A”s for H1 Project Work, clinch accolades like “Most 

Improved Class Award” and “Best Performing Class of the Cohort” for many of the internal school 

examinations. Mr Peh also has former students who subsequently went on to pursue H3 subjects and 

enroll in prestigious university courses like Dentistry, Medicine and Law.  

If you are interested to be coached by Mr Peh for your preparations towards the A Levels, these are 3 

more reasons why you should join Mr Peh’s classes: 

1. Lessons can be fully customised to your needs 

 You have the full autonomy to decide the subject(s), content and pace that you want to cover for each 

lesson, out of any of the 4 subjects: Physics, Chemistry, Mathematics or Economics.  

 Mr Peh will help to analyse your weaknesses in each individual subject and provide personalised 

feedback and suggestions for improvement.   

 

2. Answers to your questions can be addressed outside of the classroom 

 If you face any difficulty or challenge doing any of your tutorial questions, simply take a screenshot with 

your phone and send it to Mr Peh via Whatsapp.  Mr Peh will answer your questions in the earliest 

possible time when he is available.  

 

3. You only pay the price of 1 subject but enjoy premium coverage for all 4 subjects. 

 Mr Peh provides resources for all 4 subjects including summarised notes, compiled topical questions 

sourced from past year school prelim examinations, Practical guides for Chemistry & Physics, 

examination checklists, mock papers etc.  

 This is probably the only tuition service in Singapore which allows you to enjoy such extensive coverage 

and benefits. 

Note that Mr Peh only takes in a limited number of students each year. You can find his lesson slots 

available under “Tuition Services” tab at www.jcpcme.com. For any further enquiries, you can directly 

whatsapp him at 9651 7737.    

For the solution set below, if you find any discrepancies or you have any feedback or comments, please 

kindly direct them to Mr Peh through Whatsapp at 9651 7737.  

The question paper has been omitted due to copyright reasons.  

 

http://www.jcpcme.com/
http://www.jcpcme.com/
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2019 A Level H2 Economics 9757 P2 Suggested Answer 

Section A 

One or two of your three chosen questions must be from this section. 

Question 1 

(a) Introduction 

 To increase consumer welfare, consumers should be paying lower prices, enjoying 
greater choice and quality of the service provided by the ride-hailing firm after Grab’s 
takeover of Uber. 

 Consumers might be better off due to greater internal economies of scale (IEOS) that 
Grab can enjoy while they might be worse off due to lower level of competition in the 
market.  
 

Body 1: Consumers may be better off due to greater IEOS 

 Consumers may be better off as Grab will be able to enjoy greater internal economies of 
scale (EOS) as its output level of services will increase after the takeover.  

 For example, with the takeover, Grab will be able to enjoy technical EOS and marketing 
EOS where the cost of information technology of its digital platform and advertisements 
can be spread over a larger output level.  

 This will result in lower average cost for Grab. Grab may then pass on the cost savings 
to consumers in terms of lower prices, allowing consumers to enjoy higher welfare.  

 With the takeover and higher amount of resources at its disposal, Grab may also start to 
diversify its production range into other related markets such as offering food delivery 
and parcel delivery, besides offering ride hailing services.  

 This will allow Grab to enjoy risk bearing EOS because the diversification of production 
into different markets reduce Grab’s reliance on the profits generated by only ride railing 
service. Hence, Grab will be less adversely affected by potential changes in demand 
and/or supply of ride hailing service. The lower risks involved will also translate to lower 
average costs incurred. 

 As a result, consumers can enjoy greater fall in the prices when cost savings are passed 
on to them. This can be illustrated by the fall from AC1 and MC1 to AC2 and MC2 

respectively, resulting in lower price of P2 instead of P1.  
 

 
 

[10] 
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 Also, consumers can enjoy greater variety of services e.g. food delivery and parcel 
delivery offered on the same phone app. 

 Moreover, given that Grab is able to earn higher supernormal profits from area P1FED 
to area P2CBA due to the cost savings, its ability to engage in digital innovation will 
increase, such as allowing it to incorporate machine learning to route drivers to areas 
that may have high demand at particular times during the day. As a result, consumers 
will enjoy higher quality ride hailing service as well.    

 
Body 2: Consumers may be worse off due to lower level of competition 

 Consumers may be worse off as the level of competition in the ride-railing market 
decreases due to Grab’s takeover of Uber.  

 Given that both Grab and Uber are major market players in the industry before the 
takeover, the takeover significantly reduces the level of competition in the industry and 
significantly increases the market share of Grab.  

 As a result, Grab will experience an increase in the demand for its services and demand 
for its services will become more price inelastic as the number of close substitutes in the 
market decreases. Hence, demand curve will shift to the right from AR1 to AR2.  

 In turn, Grab can exercise its higher market power by charging higher price of P2 instead 
of P1, resulting in lower consumer welfare especially for lower income households since 
they are now less able to afford and have access to ride hailing services.  

 
 Furthermore, with lower competition, Grab may become complacent and become more 

lax in monitoring the service quality offered by its drivers. This can result in longer waiting 
time for commuters, more last minute cancellations from drivers, higher frequency of 
unpleasant journeys. Hence, consumers may be worse off in terms of the service quality 
that they will be enjoying as well.    

 In addition, the choices that consumers have available for ride hailing service is reduced. 
For example, if consumers are unsuccessful in finding a nearby private car on Grab app, 
they now have fewer alternatives available as a mode of transportation to their 
destinations.  

 
Conclusion 

 In conclusion, consumers may be made better off when Grab enjoys internal economies 
of scale. They may also be made worse off when Grabs faces less competition in the 
ride hailing market.  
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Comments 

 For a more well developed analysis of the reasons why consumers may be better off and 
worse off after Grab’s takeover of Uber, students can delve into how the variety and 
quality of goods and services provided may change, besides explaining the change to 
the price of ride hailing service which may be too narrow to warrant the full score of 10 
marks.   

 Also, if time permits, students should include the relevant market structure diagrams to 
enhance the analysis.  

 

(b) Introduction 

 The potential benefits that can be enjoyed by new competitors include the ability to earn 
supernormal profits and enjoy internal economies of scale. 

 The potential problems that can be encountered by new competitors include possibility 
of limit pricing or predatory pricing strategy adopted by the dominant firm Grab and their 
lower ability to engage in innovation.  

 
Potential benefit of earning supernormal profits 

 A potential benefit that can be experienced by new competitors is the ability and 
likelihood of earning supernormal profits.  

 This is because the ride hailing market is unlikely to be saturated with Grab as the 
dominant firm and there is high demand for ride hailing service since a significant 
proportion of the country’s population need to commute daily from their home to the 
workplace.  

 Then, when new competitors enter the industry, they are able to compete away the 
extensive supernormal profits earned by Grab successfully, by making consumers 
switch to their ride hailing service instead.   

 
Potential benefit of enjoying internal economies of scale 

 Also, for the ride hailing service market, minimum efficient scale (MES) is likely to occur 
at a sufficiently high output level because of the capital outlay and expertise required to 
setup the digital platform for the ride hailing service.  

 Hence, another potential benefit that new competitors can enjoy is internal economies 
of scale (EOS) as they gradually scale up their output and production level. 

 Examples of internal EOS include technical EOS and marketing EOS where capital 
outlay on setting up the digital platform and advertising expenditure can be spread over 
a larger output level.   

 This leads to lower average cost, thus allowing the firm to be more productive efficient.  

 Also, new competitors tend to be more productive efficient because their extent of profits 
earned is smaller so they have the incentive to be more cost prudent and not be 
complacent with cost management.   

 Thus, this can help the new competitors to reap supernormal profits and stay in the 
industry for the long term.  

 In contrast, Grab may have grown too large such that it is experiencing internal 
diseconomies of scale.  

 Internal diseconomies of scale can come in the form of coordination issues. This is 
because larger firms like Grab tend to have complex organisational structure with 
numerous departments and divisions. Hence, this makes control and coordination of 
operations more difficult. As a result, these large firms likely have to hire additional 
managers to coordinate between various departments and supervise workers, leading 
to higher average cost of production incurred. 

[15] 
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Potential problem of limit pricing or predatory pricing  

 However, new competitors may face problems when Grab decides to implement limit 
pricing to deter the entry of these new competitors or employ predatory pricing to drive 
out these new competitors who have entered the market.  

 
 Originally, Grab will set the profit maximising price and output to be at P1 and Q1 

respectively where MR=MC. 

 Firms which wish to enter the ride hailing industry when Grab sets the profit maximising 
price of P1 can successfully do so if they produce at a relatively small scale of output Qa. 
At Qa, the new firm’s average cost will be equal to P1, hence it can earn normal profits 
and is able to survive if it charges the same price as the incumbent firm.  

 However, when there is a threat of entry of new firms or when Grab decides to drive the 
new competitors out of the market, Grab could opt to produce at Q2 and charge a lower 
price of P2 instead of P1.   

 By doing so, total profits for Grab is not maximised. However, Grab would have achieved 
a better chance of keeping its profits longer by preventing new competitors from entering 
the market.  

 This is because the new competitors which are price takers would have to lower their 
price to P2 as well and produce Qb units to achieve sufficient economies of scale so as to 
compete.  

 Then, the larger initial firm size makes it tougher for new firms to enter the industry 
because the financing and risk involved in starting out with a larger scale of production is 
much higher.  

 As for the new firms which have already entered the industry, they also have to follow suit 
and charge lower price of P2. However, they may not have the capacity to expand their 
production immediately and continue to produce only Qa units of ride hailing service.  

 As a result, these new competitors will make subnormal profits and forced to exit the 
market in the long run.   

 
Potential problem of lower ability to engage in innovation 

 Another potential problem that new competitors may encounter is the lower ability to 
engage in innovation as the extent of supernormal profits earned by these new firms is 
lower.  

 Over time, Grab may decide to engage in extensive research and development and come 
up with new technologies such as shortening the time required to match drivers and 
commuters, thus improving the quality of the service.  
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 In contrast, new competitors lack the financial resources to do likewise. Thus, they are 
only able to engage in small scale innovation to make small changes to their products 
and services at best. 

 As a result, new competitors may not be able to match Grab in terms of the quality of 
service provided and thus have their supernormal profits competed away in the long run. 

 Then, these new competitors become unable to sustain their operations and eventually 
forced to exit the market.     

 
Conclusion 

 Overall, new firms are likely to enjoy more potential benefits and less potential problems. 

 This is because the takeover of Uber by Grab has already alerted the relevant authority:  
Competition and Consumer Commission of Singapore (CCCS). Hence, any further 
attempts by Grab to undermine competition in the ride hailing industry will likely be 
thwarted and reversed.   

 Also, the brand loyalty that consumers have towards Grab may not be strong and well 
established enough yet since Grab only entered the ride hailing industry of Singapore in 
the recent year of 2013. Hence, new competitors are likely able to compete away the 
demand and supernormal profits of the dominant firm Grab successfully.  

 Nevertheless, to ensure better survival and profitability, new firms have to conduct their 
market research to better understand the needs and wants of commuters, especially in 
the areas that Grab has not excelled in, so that the new firms can target and address to 
meet the market demand.  
 

 

Question 2 

(a) Introduction 

 To determine how the firm’s total expenditure on its workforce will have changed, we will 
consider an isolated labour market where the firm is the only consumer of labour services 
and the labour supply is provided by workers who are willing and able to work for this 
particular firm. 

 
Body 1: How labour demand and supply will change 

  An increase in demand for the firm’s goods has led to an increased demand for labour. 
This is because labour is a derived demand which is an essential factor of production for 
goods and services. Hence, the demand for labour will shift right from D1 to D2. 

 With the retirement of workers born in the 1960s, the number of workers available to the 
firm is reduced. This means that less workers are willing and able to work for the firm, 
resulting in a fall in labour supply from S1to S2. 

 Since the number of workers who are retiring is large, the fall in labour supply is likely to 
be larger than the increase in demand.  

[10] 
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Body 2: Price adjustment process, effects to equilibrium wage and quantity of labour 

 At the original wage level W1, there is a shortage of labour as quantity demanded exceeds 
quantity supplied.  

 This causes the firm to bid wages upwards to attract workers to work for the firm. The 
upward pressure on wages causes quantity demanded of workers by the firm to decrease, 
and quantity supplied of workers to increase. The adjustment process continues until the 
quantity demanded is equal to the quantity supplied of workers again.  

 Overall, the equilibrium wage increases from W1 to W2 and the equilibrium quantity of 
labour decreases from Q1 to Q2. 

 
Body 3: Effect on firm’s total expenditure  

 The demand for labour is wage inelastic, likely due to few close substitutes to labour 
available to the firm and labour can be considered as a necessity, essential for the 
operations and production of the firm.  

 Hence, the increase in wage will lead to a less than proportionate decrease in the quantity 
demanded of workers by the firm. 

 Thus, the increase in firm’s expenditure due to the increase in wage exceeds the 
reduction in firm’s expenditure due to the fall in quantity demanded of labour.  

 Overall, coupled with the increase in demand, this leads to an increase in the firm’s 
expenditure on labour from area OW1E1Q1 to OW2E2Q2.    

 
Comments 

 We need to consider an isolated labour market and not the labour market of the entire 
industry. Otherwise, the rectangular area will represent the total expenditure on labour 
by all the firms in the industry.  

 However, workers still have a choice to choose whether they want to work for this firm 
or another firm in the industry.  

 

(b) Introduction 

 Foreign worker levy is a monthly fee that firms have to pay to Singapore’s Ministry of 
Manpower for each foreign worker that they hire.  

 Strategies that the Singapore government can adopt to address the labour shortages 
experienced by such firms include lowering the foreign worker levy, training of existing 
workers to increase their productivity as well as encouraging automation and switching 
production towards more capital intensive methods.  

 

[15] 
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Thesis: Foreign worker levy is an effective way to address labour shortages experienced by 
such firms  

 Lowering foreign worker levy can be an effective method to address labour shortages 
experienced by such firms.  

 Suppose there is a labour shortage of QdQs in the country.  Lowering the foreign worker 
levy will lower the cost of hiring foreign labour. 

 As a result, the overall labour supply of the country can increase from S1 to S2, thus 
eliminating the shortage and restoring wage level to the original wage level of W1. 

 
 This measure can be considered effective as it directly addresses the labour shortage 

that firms are facing, by topping up the labour pool in Singapore with foreign labour.  
 
Limitations of foreign worker levy 

 However, lowering the foreign worker levy may not be entirely effective in addressing the 
labour shortage in Singapore. 

 This is because foreign workers may not necessarily possess the skills, education and 
experience which the local workers in Singapore have.  

 As a result, there may be a mismatch between the skills that the firms are looking for and 
the skills possessed by these foreign workers.  

 Hence, firms may still have to spend significant amount of time and funding to train these 
foreign workers, rendering the measure not as effective in reducing the labour shortage 
in Singapore.  

 
Antithesis: Training existing workers and raising their productivity is an effective way to 
address labour shortages instead 

 An alternative method that the government can consider is to invest in education and 
training to raise the productivity of existing workers in the economy. 

 Examples of such measures include Skillsfuture where every Singaporean above the age 
of 25 receive $500 credit, allowing them to attend training classes and workshops to 
upgrade their skills. 

 When the productivity of existing workers increase, output per man hour increases, which 
means that each firm can now hire less labour for the same level of output produced.   

 Hence, this can effectively eliminate the labour shortage in Singapore.  
 
Limitations of investing in the training of existing workers 

 However, training and education can take up significant amount of time and would not be 
able to immediately address the labour shortage in Singapore.  

 Furthermore, firms may be reluctant to send their workers for training and education as 
there is an opportunity cost incurred in terms of loss of output and revenue when their 
workers are attending the training workshops and classes.  
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 In addition, the knowledge and skills imparted at these classes and workshops may be 
generic and not exactly match the needs of the industries, thus not effective in raising 
productivity of workers at their workplaces.  

 
 Antithesis: Encouraging automation and switch production towards more capital intensive 
methods is an effective way to address labour shortages instead 

 Alternatively, the government can consider encouraging firms to automate their 
processes and switch production towards more capital intensive methods to reduce the 
reliance on labour.  

 Examples of such measures include the Productivity and Innovation Credit Scheme (PIC) 
where firms are entitled to tax rebates and deductions when they make significant 
investments to automate their production processes and switch to the use of more 
sophisticated equipment and machines.  

 As a result, labour can be substituted with the use of capital and thus the demand for 
labour by firms will be reduced from D1 to D2. 

 Hence, the labour shortage can be eliminated and wage level is restored to the original 
wage level of W1. 

 
Limitations of encouraging automation and switch production towards more capital intensive 
methods 

 However, it is difficult for the government to monitor the behaviour of firms and ensure 
that firms have indeed made the switch towards more capital intensive methods of 
production when making the PIC claims.  

 As such, there has been numerous cases of false claims made to defraud the 
government productivity scheme, which were only discovered later.  

 This results in a wastage of public funds which does not effectively address the labour 
shortage experienced by firms.  
 

Conclusion 

 In conclusion, reducing foreign worker levy is only the most effective way to address the 
labour shortage in Singapore in the short run.  

 It can only be considered a temporary solution as many foreign workers only work in 
Singapore for a short period of time before returning back to their countries.  

 As such, domestic firms in Singapore have to frequently source and re-train the new 
foreign workers that they hire, which can be disruptive to their operations and production.  

 Also, work conditions and standard of living in the home countries of the foreign workers 
may improve over time, making Singapore less attractive for them to work here. Thus, 



2019 H2 Econs Paper 2 Solution  Written by Mr Mitch Peh 
 

11 
 

firms may face difficulties finding foreign workers even with lower foreign worker levy 
over time.  

 A more permanent solution to address the labour shortage is to increase the productivity 
of domestic workers through education and encouraging the use of automation and 
switching to more capital intensive methods of production.  

 The government will also need to find more ways to encourage and entice Singaporean 
couples to give birth to more children.  

 Then, the quantity of domestic workers in Singapore can significantly increase in the 
long run when these children grow up and join the workforce, thus effectively addressing 
the labour shortage.       

 
Comments 

 To achieve greater economic analysis in the answers, students should try to link each 
policy to the demand or supply of labour whenever possible. 
  

 

Question 3 

(a)  Introduction 

 If left to market forces, merit goods like vaccinations against infectious diseases might 
be allocated undesirably due to presence of positive externalities, imperfect information 
and inequity issues.  

 
Body 1: Underconsumption due to presence of positive externalities 

 Firstly, there is the presence of positive externalities in the consumption of vaccination 
against infectious diseases.  

 Vaccination against infectious diseases will reduce one’s chances of contracting 
illnesses. Healthier employees are generally more productive and able to raise the 
production and revenue of firms, generating positive economy growth for the economy 
(third parties).  

 This will then lead to a divergence between MSB and MPB where MSB=MPB+MEB. 
Assuming no presence of negative externalities, MSC=MPC.  

 

[10] 
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 Consumers who aim to maximise their utility will only consume Qp units of vaccinations 
where MPB=MPC.  

 Society which aims to maximise societal welfare will decide the socially optimal quantity 
of vaccinations to be at Qs where MSB=MSC.  

 Hence, there is underconsumption of vaccinations as Qp<Qs. More resources should be 
allocated towards the consumption of vaccinations.  

 Deadweight loss of area ABC is incurred, allocative inefficiency is present and societal 
welfare is not maximized.      

 
Body 2: Underconsumption due to imperfect information 

 Also, there can be presence of imperfect information in the consumption of vaccinations 
against infectious diseases.  

 This is because consumers may underestimate the future private benefits of consuming 
vaccinations, which is the income that they can earn by not falling sick and saving on 
their own medical expenses to treat these infectious diseases.  

 This results in a divergence between MPBperceived and MPBtrue where MPBperceived is lower.  

 
 

 Similarly, consumers will consume only Qp units of vaccinations where MPBperceived=MPC 
while the socially optimal quantity is Qs units where MSB=MSC. 

 This also contributes to underconsumption of vaccinations as Qp<Qs, leading to 
deadweight loss of area DEF, allocative inefficiency and societal welfare not being 
maximized. 
 

Body 3: Inequity issues 

 Also, there may be inequity issues involved in the distribution of vaccinations against 
infectious diseases. 

 Vaccinations against infectious diseases can be considered a basic necessity that 
everyone in the economy including lower income households should be able to afford.  

 However, due to market forces, consumers who are more willing and able to pay for 
these vaccinations may drive up the demand and price of the product.  

 This can price the lower income households out of the market, making vaccinations 
against infectious diseases not affordable and inaccessible to them.  

 This leads to an unfair distribution of vaccinations in the market, resulting in inequity 
and undesirable allocation of resources.  
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Conclusion 

 Hence, vaccinations against infectious diseases, if left to market forces, is likely to lead 
to market failure. 

 
Comments 

 Many students would have chosen this question because the analysis and even the 
exact same example of vaccinations can be found in the school’s lecture notes.  

 Students should explain how both positive externality in consumption and imperfect 
information leads to market failure, and if time permits, inequity issues as well.  

(b) Introduction 

 Besides government subsidy, the government can employ public education and direct 
regulation to ensure vaccinations are allocated desirably. 
 

Thesis: Subsidy is an effective policy to ensure vaccinations are allocated desirably 
Body 1: Explain how subsidy works 

 Subsidy can be an effective policy to ensure vaccinations are allocated desirably.  

 A subsidy provided to vaccination providers can lower their cost of production. Hence, 
the government can provide a subsidy per unit that will allow the cost savings passed on 
to consumers to be equal to MEB at OQs.  

 Then consumers will internalise the external benefits of consuming vaccinations which 
will lower their MPC to MPC+subsidy. 

 In turn, consumers will increase their consumption of vaccinations to the socially optimal 
level OQs as they equate MPB=MPC+subsidy. 

 Deadweight loss of area ABC will be eliminated, societal welfare maximised and 
allocative efficiency achieved.   

 
 Also, subsidies is able to address inequity issues. This is because subsidies will lower 

the price of vaccinations, thus making it more affordable and accessible especially to the 
lower income households.  

 This leads to a fairer distribution of goods and services especially since vaccinations can 
be considered a necessity essential to obtain immunity against infectious diseases, thus 
improving equity and achieving a more desirable allocation of resources.  
 
 
 
 

[15] 
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Body 2: Explain the limitations of subsidy 

 However, it is difficult for the government to estimate the amount of MEB generated by 
vaccinations, making it difficult to determine the amount of subsidy to provide.  

 Hence, the government may underprovide the subsidies, causing the underconsumption 
of vaccinations to persist, deadweight loss will not be eliminated and allocative 
inefficiency continues to exist.  

 Also, subsidies can pose a serious strain on the government budget. Opportunity cost will 
be incurred as resources have to be reallocated from other essential sectors like 
infrastructure and education which can lead to greater allocative inefficiencies in these 
respective sectors as well as hindering economic growth of the country.  
  

Antithesis: Subsidies is not the best policy to ensure vaccination are allocated 
desirably 
Body 3: Explain how public education works 

 Alternatively, the government can consider introducing public education, raising 
awareness and improving the information flow on the future benefits of getting ourselves 
vaccinated today.  

 This can be achieved through public awareness campaigns, imparting and sharing these 
knowledge and information on mass media platforms like television and radio broadcasts 
as well as social media platforms.  

 As a result, MPBperceived will shift up to coincide with MPBtrue, leading consumers to 
increase consumption of vaccinations to the socially optimal level Qs where 
MPBtrue=MPC. 

 Deadweight loss of area DEF will be eliminated, societal welfare maximized and allocative 
efficiency achieved.   

 
Body 4: Explain limitations of public education 

 However, it takes time to change the attitudes and perspectives of consumers who 
underestimate the private benefits of vaccinations. Hence, public education may not be 
effective in the short run especially when consumers are unreceptive to the knowledge 
and information that they are receiving. 

 Also, public education cannot address apathy issues where consumers who only care 
about their self-interest, are not concerned about the third party benefits such as helping 
the economy to generate higher economic growth.  

 
Body 5: Explain how direct regulation works 

 Alternatively, the government can consider introducing direct regulation by making certain 
types of vaccination compulsory for the population.  
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 For example, Singapore has made vaccinations against measles and diphtheria 
compulsory for all newborns.   

 Similarly, compulsory vaccinations can be implemented for infectious diseases such as 
influenza where residents who do not obtain vaccinations will have to face punitive 
measures such as fines or imprisonment.  

 This can then effectively increase the consumption of vaccinations to the socially optimal 
level, OQs, leading to the elimination of deadweight loss, societal welfare maximized and 
allocative efficiency achieved.  

 
Body 6: Explain limitations of regulation 

 However, there are feasibility issues involved in terms of monitoring and ensuring every 
resident of the country abides to the regulation and obtain the necessary vaccination.  

 Direct regulation also requires the country to have sufficient vaccination supplies 
available for the entire country’s population to be vaccinated.  

 Otherwise, it may lead to the unintended consequence of pushing up the price of 
vaccinations, making vaccinations less affordable and accessible especially to lower 
income households, who may also be the most vulnerable groups in the society. 

 In turn, this may lead to greater allocative inefficiencies where vaccinations do not go to 
the consumers who are most in need of it.      

 
Conclusion 

 In conclusion, subsidies can be considered the best policy to achieve allocative efficiency 
in the consumption of vaccinations.  

 This is because of the market based incentives offered by subsidies that can immediately 
incentivise consumers to consume more vaccinations, unlike public education which will 
take a longer period of time to take effect.  

 Also, subsidies can address inequity issues in the economy especially in less developed 
countries where a significant proportion of the country’s population may not be able to 
afford it, unlike public education and direct regulation. 

 Nevertheless, public education and subsidies should still be implemented in conjunction 
to one another as they address different sources of market failure: imperfect information 
and positive externalities respectively. Hence, employing them together will be more 
effective to achieve allocative efficiency.  

 Direct regulation such as compulsory consumption of vaccinations should only be 
employed when the extent of marginal external benefit is significantly large enough. It is 
also more appropriate for small countries like Singapore where monitoring and 
enforcement by the authorities is more manageable.   

 
Comments 

 Students have to remember that they have to explain how each policy works to achieving 
the government’s objectives of allocative efficiency and equity, and not just list out the 
pros and cons of each policy. This is so that the answer contains higher level of economic 
analysis.  
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Section B 

One or two of your three chosen questions must be from this section. 

Question 4 

(a) Introduction 

 Inflation refers to a sustained increase in general price level. 

 A rise in the rate of inflation can be due to higher demand pull inflation or cost push 
inflation.  

 
Body 1: Demand side reason for a rise in the rate of inflation 

 A possible demand side reason is the increase in real national income of major trading 
partners especially emerging economies such as China and India.  

 With an increase in real national income of major trading partners, the households in 
those countries will purchase more goods and services domestically and from foreign 
countries. 

 This results in a rise in demand for the country’s exports which in turns lead to an 
increase in its export revenue. Assuming no change to import expenditure, the country 
will then experience an increase in net exports (X-M), which will result in an increase in 
aggregate demand since AD=C+I+G+(X-M). Subsequently, this leads to higher real 
national income from Y0 to Y1.  

 Since the economy was already experiencing a moderate amount of inflation initially, 
this means that the economy is likely operating under the intermediate range of the AS 
curve where there is only some spare capacity left in the economy.  

 As a result of the increase in AD, at the original general price level of OP0, there is excess 
demand for goods and services which would run down the inventory stock of firms. 
Producers would then respond by increasing output, thus hiring additional workers. 
However, the firms need to compete among the various producers to utilise existing 
resources in the economy e.g. raising wages of workers. This raises firm’s cost of 
production and firms will need to receive higher price to increase quantity supplied.  

 Overall, this will push general price level higher from P0 to P1, contributing to demand 
pull inflation and a rise in the rate of inflation.  

 
 
 
 
 
 

[10] 
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Body 2: Supply side reason for a rise in the rate of inflation 

 A possible supply side reason is a rise in the unit cost of production due to an increase 
in the price of imported raw materials such as oil and rare metals. 

 When the cost of extracting rare metals or drilling for oil increases due to an increase in 
labour costs or more expensive equipment being required, this results in a fall in supply 
of oil and rare metals.  

 Since oil and rare metals are essential factors of production for many manufactured 
products, the price of such raw materials increase.  

 Suppose no change to the exchange rate of the country, the country will then experience 
an increase in the unit cost of production as they have to spend a greater quantity of the 
country’s currency to purchase the imported raw materials from trading partners.  

 This leads to a fall in the country’s short run aggregate supply (SRAS) which will cause 
the general price level to increase from P0 to P1, resulting in cost push inflation and higher 
rate of inflation.  

 
 Furthermore, when general price level increases, workers face a higher cost of living. 

This can then cause trade unions to demand for higher wages, which in turn increases 
the cost of production for firms if the higher wages is not accompanied by a 
corresponding increase in productivity of workers. Then, SRAS will fall further, resulting 
in a larger increase in general price level and contributing to higher rate of inflation.   

 
Conclusion 

 Both demand side reasons and supply side reasons are able to explain the increase in 
rate of inflation in the country.  

 
Comments 

 For a more well-developed analysis of the reasons contributing to higher inflation rate, 
students can bring in examples, state the assumptions e.g. economy operating under 
intermediate range of AS curve and no change to exchange rate, elaborate on the price 
adjustment process and wage price spiral. 
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(b)  Introduction 

 The policies that Singapore has implemented to prevent large and continuing rise of 
inflation in Singapore include gradual and modest appreciation of currency and supply 
side policy.  

 Another appropriate policy that other economies can adopt is contractionary monetary 
policy centred on interest rates and contractionary fiscal policies.   

 
Thesis: Policies designed to prevent a large and continuing rise of inflation in 
Singapore are appropriate policies for many economies 
Body 1: Gradual and modest appreciation of country’s currency 

 When an economy adopts a gradual and modest appreciation of country’s currency, it 
will cause the price of exports in terms of foreign currency to increase and price of 
imports in terms of domestic currency to decrease. 

 Then, the quantity demanded for country’s exports will decrease and quantity demanded 
for country’s imports will increase.  

 Given that the summation of price elasticities of demand of exports and imports is greater 
than 1 (PEDx + PEDM > 1), i.e. Marshall Lerner condition holds, this will result in a 
decrease in country’s net exports, resulting in a fall in aggregate demand from AD0 to 
AD1.  

 Supposing that the economy is initially operating in the intermediate range of the AS 
curve and near full employment level of national income, the general price level will fall 
from P0 to P1, which will help to reduce demand pull inflation in the economy. 

 
 Also, appreciation of country’s currency will cause the price of imported raw materials to 

become lower. This can help to reduce the unit cost of production in the economy, causing 
the short run aggregate supply of the economy to increase from AS0 to AS1. 

 General price level will be reduced from P0 to P1, thus helping to reduce cost push inflation 
in the economy as well.  

[15] 
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Body 2: Limitations of exchange rate policy 

 However, the demand for exports and imports may be price inelastic in the short run as 
producers may be bound to contractual obligations while consumers take time to adjust 
their tastes and preferences.  

 This can cause the sum of price elasticities of demand of exports and imports to be less 
than 1, causing net exports and AD to increase with the appreciation of currency.  

 As a result, the exchange rate policy will worsen demand pull inflation instead.  

 In addition, the effect of exchange rate policy is also dependent on the change in 
exchange rate of other countries. If other countries are similarly appreciating their 
currency, the price of the Singapore dollar may not rise significantly against other 
countries’ currencies. Then, the exchange rate policy will not be effective in preventing 
large and rising inflation.   

 
Body 3: Supply side policy of increasing productivity of workers  

 Another policy that Singapore does to prevent large and rising inflation which other 
economies can adopt is supply side policy targeted at improving the productivity of 
workers.  

 The Singapore government has invested heavily in education and training to upgrade the 
skills of existing workers in the economy. 

 Examples of such measures include Skillsfuture where every Singaporean above the age 
of 25 receive $500 credit, allowing them to attend training classes and workshops to 
upgrade their skills. 

 When the productivity of existing workers increase, output per man hour increases, which 
can effectively lower the unit cost of production for firms.   

 As a result, the short run aggregate supply of the economy will increase, thus lowering 
general price level and preventing large and rising cost push inflation caused by rising 
wages.  

 
Body 4: Limitations of supply side policy 

 However, this policy will not be effective in the short run as it takes time to educate and 
train workers in order to raise their productivity.  

 Also, the success of this policy depends on the receptiveness of workers and firms. Firms 
may not want to send their workers for training as opportunity cost has to be incurred in 
terms of lower output in the current period, especially for firms which are tight on 
manpower. 
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 Moreover, training does not necessarily translate to higher productivity and the 
government needs to ensure the training courses are well suited for the needs of the 
industries.  
 

Antithesis: There are other more appropriate policies for many economies  
Body 5: Contractionary monetary policy centred on interest rates  

 There are also other more appropriate policies for other economies such as 
contractionary monetary policy centred on interest rates to prevent large and continuing 
rise of inflation rate.  

 When the central bank of a country increases interest rate, it will increase the cost of 
borrowing for households especially for the purchase of big ticket items such as 
automobiles and housing. This results in a reduction in consumption expenditure, C.  

 Also, the cost of borrowing for investments by firms will also increase, leading to a fall in 
the expected return to investments. Hence, firms will reduce their investment 
expenditure, I as well.  

 A fall in both C and I will cause AD to decrease. Suppose the country’s economy is 
operating in the intermediate range of the AS curve and near full employment level of 
national income, the general price level will fall from P0 to P1, which will help to reduce 
demand pull inflation in the economy. 

 
Body 6: Limitations of contractionary monetary policy centred on interest rates 

 However, this policy may not be effective when the consumer confidence and business 
sentiments in the country is high.  

 As such, the demand for investments in the country is interest inelastic and an increase 
in interest rates will only lead to a less than proportionate decrease in investments.   

 Hence, the fall in the country’s AD may not be significant enough to prevent large and 
rising inflation.  

 Also, if foreign direct investments constitutes a large portion of the country’s 
investments, lowering interest rates is not effective in boosting investments as foreign 
countries and firms have their own source of funds and often do not borrow from the 
local banks. 
 

Conclusion 

 In conclusion, policies designed to prevent large and continuing rise of inflation in 
Singapore is appropriate for countries which are heavily dependent on trade for growth 
as well.  

 When net exports make up a significant proportion of the country’s aggregate demand, 
an appreciation of currency can significantly reduce AD and thus prevent large and rising 
rate of inflation.  

 Conversely, for countries which are more dependent on domestic consumption and 
investment expenditure for growth, contractionary monetary policy centred on interest 
rates and contractionary fiscal policies will be more effective in curbing the growth of 
these components and address inflation.  

 Also, the cause of the country’s inflation is important in determining which of the policies 
adopted by Singapore is appropriate for the other country.  

 If the driver of inflation in a country is largely due to an increase in price of imported raw 
materials, exchange rate policy will be more appropriate. However, if the driver of 
inflation in a country is due to increasing labour costs e.g. when trade unions press for 
higher wages, supply side policy of increasing the productivity of workers will be more 
appropriate to bring down the rate of inflation.  



2019 H2 Econs Paper 2 Solution  Written by Mr Mitch Peh 
 

21 
 

Comments 

 For appreciation of the country’s currency, students should explain both the demand side 
effect and supply side effects of controlling inflation. 

 

Question 5 

(a) Introduction 

 To understand what is meant by inclusive growth and sustainable growth, we need to 
examine the causes, effects and indicators of these 2 types of growth.  

 
Body 1: Causes, effects and indicators of inclusive growth 

 Inclusive growth refers to economic growth that is broad-based across economic sectors, 
creating productive employment opportunities for majority of the population, and higher 
standard of living for all. 

 For economic growth to be broad based, the various economic sectors ranging from the 
primary sector, to the manufacturing sector to the service sectors should all experience an 
increase in the demand for their goods and services.  

 This increase in demand can be attributed either to higher domestic demand or foreign 
demand. For example, when there is an improvement of consumer sentiments and 
investor confidence within the country, this will lead to greater consumer expenditure and 
investment expenditure, causing the production of goods and services of the firms in the 
various sectors to increase. Alternatively, when there is an increase in income of major 
trading partners especially in the emerging economies like China and India, the demand 
for the country’s goods and services (exports) in the various sectors will also increase, 
leading to an increase in net exports of the country. Again, this will cause production of 
goods and services in the various sectors to increase.  

 Since labour is a derived demand for production, firms will hire more labour to produce the 
increased output levels. This will lead to a fall in demand deficient unemployment, thus 
creating productive employment opportunities for majority of the population.  

 With more jobs created and higher income, households will enjoy greater purchasing 
power, allowing them to purchase more good and services, thus leading to an 
improvement in material standard of living.   

 In addition, with more job opportunities around and with the economy doing well, 
unemployed workers will face less stress sourcing for jobs to support their families. Lower 
unemployment is generally associated with lower crime rates and higher social stability in 
the country. Hence, the quality of life in the country will generally improve, leading to an 
improvement in non-material standard of living.    

 Also, when the various sectors of the economy are growing at similar rates, it ensures that 
the income gap between workers working in the different sectors will not be significantly 
widened, thus ensuring that the growth the country is experiencing is inclusive in nature. 

 One way to measure whether a country is experiencing inclusive growth is to consider 
both real GDP per capita and Gini coefficient data. 

 A country which is experiencing inclusive growth should have real GDP per capita rising 
and Gini coefficient value remaining relatively constant or falling to show that income 
inequality in the economy is not being worsened.    

 
 
 
 
 

[10] 
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Body 2: Causes, effects and indicators of sustainable growth 

 On the other hand, sustainable growth refers to economic growth that is positive and stable 
over an extended period of time, without creating other significant economic problems (e.g. 
depleted resources and environmental harm) for the future generations. 

 For economic growth to be positive and stable over an extended period of time, long run 
aggregate supply (LRAS) of the economy will need to be increasing at a higher rate than 
the increase in aggregate demand (AD).  

 An increase in LRAS from AS0 to AS1 can be brought about by improvements in the 
quantity and quality of factors of production or technological advances. This then increases 
the productive capacity of the economy, leading to an increase in full employment level of 
national income from Yf to Yf’, thus contributing to potential growth. 

 An increase in AD from AD0 to AD1 can be brought about by increase in any components 
of AD: consumption expenditure, investment expenditure, government expenditure or net 
exports. 

 As a result, real national income increases from Y0 to Y1, thus contributing to actual growth.  

 This growth can be considered stable as the inflation rate is low since the increase in 
general price level is small from P0 to P1, and there is room for further increase in actual 
output due to the difference between output Y1 and the full employment level of national 
income Yf’.    

 
 Furthermore, for sustainable growth, there should not be significant economic problems 

such as depleted resources and environmental harm being generated.  

 This means that countries which currently have an abundance of certain factor 
endowments such as rare metals, oil and fishes, should continue to do so in the future if 
they do not overproduce goods and services which heavily rely on these factors of 
production today. 

 Also, there should not be significant worsening of the air quality, contamination of soil and 
water arising from the production of goods and services.  

 To measure whether a country is achieving sustainable growth, we can examine the 
country’s GDP growth rate, inflation rate, air pollution index and amount of resources left 
in the country such as fish stock.  
 

Conclusion 

 Hence, sustainable and inclusive growth are 2 desirable types of growth that most 
countries aim for.  
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(b) Introduction 

 A small, open economy can achieve both inclusive and sustainable growth with the help 
of government intervention and not simply leaving the economy to market forces.   

 
Thesis: A small, open economy such as Singapore can achieve both inclusive 
growth and sustainable growth  
Body 1: Appropriate government policies put in place to achieve sustainable growth 

 It is possible for a small, open economy such as Singapore to achieve both inclusive 
growth and sustainable growth when appropriate government policies are put in place.  

 As a small and open economy, countries like Singapore has a small domestic market 
and lack of natural endowments, making it heavily reliant on external demand for growth 
and dependent on imported raw materials for production respectively. To overcome this 
issue, Singapore has adopted a gradual and modest appreciation of its exchange rate.  

 With appreciation of the country’s currency, the price of imports in terms of domestic 
currency become lower. This in turn means that the price of imported raw materials also 
becomes lower, leading to a reduction in unit cost of production. Subsequently, there will 
be an increase in SRAS from AS0 to AS1, resulting in lower general price level and 
mitigating cost push inflation in the country.     

 
 With lower general price level, this can help to improve the export price competitiveness 

of the country, thus leading to an increase in net exports.  

 Also, along with greater price stability in the country, this can help to attract foreign direct 
investments (FDI). 

 With a rise in net exports and investment expenditure, there will be an increase in AD 
which leads to an increase in real national income, resulting in actual growth.  

 With higher investment expenditure, the quantity and quality of capital in the country will 
also increase, leading to an increase in productive capacity and contributing to potential 
growth.  

 With the influx of FDI, it is likely that LRAS will increase at a faster rate compared to AD, 
thus allowing the country to enjoy sustainable growth.  
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Body 2: Appropriate government policies put in place to achieve inclusive growth 

 Similarly, appropriate government policies put in place will help countries like Singapore 
attain inclusive growth.  

 For example, Singapore adopts a progressive tax system where higher income 
individuals are taxed at a higher tax rate while lower income individuals are taxed at a 
lower tax rate. This reduces the income disparity between the high income households 
and low income households, thus improving the Gini coefficient and equity. 

 In addition, the government can provide subsidies to the lower income households in 
various forms such as transfer payments and means tested subsidies for education, 
housing and healthcare. 

 In the case of Singapore, the government provides Workfare Income Supplement where 
the income earned by the low wage workers are topped up by an additional amount. 

 The Singapore government also gives out GST vouchers to lower income households to 
defray their GST expenses, thus increasing their ability to consume basic necessities.  

 This ensures that low income households and individuals are benefiting from the 
economic growth of the economy as well, thus ensuring that the growth enjoyed by the 
country is inclusive in nature.   

 
Antithesis: A small, open economy such as Singapore may face difficulties achieving 
both inclusive growth and sustainable growth 
Body 3: Vulnerability to external shocks 

 As a small and open economy, countries like Singapore are especially vulnerable to 
external shocks. Hence, even with the government policies put in place, they may not 
be sufficient to ensure that Singapore is able to achieve inclusive and sustainable 
growth.  

 Suppose any one of Singapore’s major trading partners experience a recession or 
instability, this can lead to a significant fall in the demand for Singapore’s exports, which 
can cause a fall in AD and fall in Singapore’s real national income.  

 As a result, Singapore will experience negative actual economic growth. This was the 
case during the 2008 Global Financial Crisis when Singapore was the first East Asian 
country to fall into recession.  

 Hence, such disruptive global events which are entirely out of the government’s control 
can easily derail the country’s plans to achieve inclusive and sustainable growth.  

 
Body 4: Limitations of government policies  

 Moreover, there are limitations to the government policies mentioned earlier which can 
impede the ability of countries like Singapore in achieving sustainable and inclusive 
growth.  

 For the progressive tax system, it will also reduce the incentive to work as the opportunity 
cost of leisure which is the disposable income earned from working has now become 
lower.  

 When a significant proportion of the population reduce their working hours, this can 
hinder the actual economic growth of the economy as output for the firms and industries 
decrease. As the quantity of labour decreases, the productive capacity of the economy 
will also decrease, thus hindering potential growth.  

 As for subsidies such as GST vouchers given to help the lower income households, they 
can pose a strain on government budget and opportunity cost has to be incurred as 
resources have to be reallocated from other sectors such as infrastructure and education 
which are essential for the country to achieve growth as well.  
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Conclusion 

 In conclusion, it is possible for a small, open economy such as Singapore to achieve 
both inclusive and sustainable growth to a large extent only when the government 
implements the appropriate policies and regulations.  

 This means that the tax rates implemented on higher income individuals should be higher 
but not to the extent of significantly reducing the incentives to work, which can potentially 
lead to the unwanted consequence of slowing or stagnant growth instead. 

 Another important factor which will largely determine whether a small, open economy is 
able to enjoy inclusive and sustainable growth will be the global economic outlook.  

 This is because small and open economies are largely dependent on exports and foreign 
direct investments for growth, and are unable to rebalance their drivers of growth to be 
based on domestic consumption and investment unlike large economies when global 
economic outlook is bleak.   

 
Comments 

 The context of the question has been narrowed down to sustainable and inclusive growth 
in small and open economies such as Singapore. Hence, students should consciously 
be aware that they need to stick to the context and not deviate away from it.  
  

 

Question 6 

(a) Introduction 

 The two factors that have enabled globalisation to occur are removal of trade barriers and 
development of transport technology. 

 Globalisation refers to the integration of markets in the global economy, resulting in 
greater flow of goods and services, labour, capital and technology between countries. 
 

Body 1: Reduction or removal of trade barriers 

 When trade barriers such as trade tariffs are reduced or removed, countries can 
specialise more in the production of goods and services based on their comparative 
advantage i.e. produce goods that they incur lower opportunity costs. 

 Then they will export a greater quantity of these goods and services to foreign countries, 
resulting in greater flow of goods and services across countries.  

 For example, when Thailand devotes its resources to the cultivation of rice and Singapore 
devotes its resource to the production of electronic goods, both countries are more 
efficient in their production and with subsequent exchange, each country can consume a 
combination of goods outside what they possibly could if they produce both goods on 
their own (consume beyond the PPC).  

 This is because Thailand incurs a lower opportunity cost in the production of rice due to 
its vast amount of arable land and large number of rice farmers while Singapore incurs a 
lower opportunity cost in the production of electronic goods because of its skilled labour 
force and high level of technological adoption. 

 Also, when import tariff is removed, supply of imported goods and services into a country 
increases,  resulting in world supply curve Sw+tariff  to shift down to Sw, the price that a 
domestic consumer pays for a good is reduced from P2 to P1, which results in higher 
consumer welfare from area HP2C to area HP1G. 

[10] 
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 In addition, this results in a higher quantity of imports into the country from quantity Q2Q3 
to Q1Q4, which relates to greater flow of goods and services across countries and allowing 
globalisation to occur.   

 
 

 
 
Body 2: Development of transport technology 

 Developments in transport technology has caused transportation cost for goods and 
services to be reduced tremendously. These have enhanced economies trade network 
and aid in the increase in trade volume.  

 For example, sea transport has become more efficient with new technology such as 
automated cargo handling and faster vessels. Better navigation systems also enhanced 
the safety and efficiency of sea transport. The reduction in time for sea transport and 
cargo handling has helped to transport goods and documents for firms faster. 

 Besides trade, it also allows for greater labour mobility as costs of travelling is reduced 
and coupled with ease of communication, people are more willing to work outside their 
own country. 

 Hence, the increased flow of goods and services and factors of production has led to 
greater degree of globalisation. 

 
Conclusion 

 Hence, the removal of trade barriers and development of transport technology has greatly 
enhanced the economic integration between countries in terms of the flow of trade, 
capital, labour and technology. 

 
Alternative paragraph for body 2: Improvement in communication technology 

 Development in communication technology has facilitated the transmission of information 
over geographical borders quickly and efficiently. This allows transnational firms to 
coordinate their operations worldwide via different avenues such as video conferences & 
emails. 

 The implication is that firms such as Toyota and Apple Inc. are able to set up plants 
worldwide by tapping on the comparative advantages in production of different types of 
goods in different countries to improve their productivity and efficiency.  
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 These firms are also able to outsource part of the production process yet maintain control 
over them with the ease of communication.  

 This “slicing up of the value chain” results in increased flow of intermediate goods as well 
as capital amongst the economies leading to higher degree of globalisation. 

 
Comments 

 This part of the question is testing on the causes of globalisation.  
 

(b) Introduction 

 Current global economic developments such as trade tensions between China and US 
which generated significant amount of uncertainties and instabilities can have both 
positive and negative effects on Singapore’s future economic performance 

 
Side 1: Current global economic developments have negative effects on Singapore’s 
future economic performance 
Body 1: Negative effects on exports and FDI 

 Current global economic developments such as trade tensions between China and US 
may have negative effects on Singapore’s future economic performance.  

 Such developments generate uncertainties and instabilities which can cause foreign 
countries to cut back on the purchase of exports from Singapore.  

 This results in a decrease in demand for Singapore’s exports, which can lead to a fall in 
Singapore’s net exports.  

 Since Singapore relies heavily on the external market for growth, the aggregate demand 
of Singapore can fall significantly from AD0 to AD1, and reduces real national income 
from Y0 to Y1, thus causing negative actual growth.  

 Besides that, local firms may be more conservative in hiring, some may even lay off staff 
since labour is a derived demand for production. This will lead to demand deficient 
unemployment for Singapore.   

 
 In addition, gloomy economic outlook due to the above global economic developments 

may dampen the confidence of foreign direct investors, which will reduce the inflow of 
foreign direct investments (FDI) into Singapore.  

 This will further decrease the aggregate demand of the country, contributing to further 
fall in real national income and negative actual growth.    

 Reduction of FDI may also result in a fall in the quantity and quality of capital in 
Singapore, leading to a smaller increase in productive capacity and smaller increase in 

[15] 
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long run aggregate supply (LRAS). This will result in slower potential growth for 
Singapore.  
 

Body 2: Disruption of global supply chain 

 With the current global economic developments, there will be disruptions to global supply 
chains which may bring about imported inflation and cost push inflation to Singapore as 
well.  

 For example, rising tariffs on steel and aluminium in US may bump up raw material costs 
for American producers and in turn increase the price of finished specialty metals. 

 Then, this will increase the cost of production of high end manufacturing sectors of 
Singapore such as aerospace and defence equipment manufacturers which rely heavily 
on the imports of such specialty metals from the US.  

 Since high end manufacturing is considered an important sector of Singapore, this can 
result in a fall in Singapore’s short run aggregate supply (SRAS) from AS0 to AS1, a rise 
in general price level from P0 to P1, thus leading to cost push inflation which is a negative  
impact to Singapore’s future economic performance.  

 
Side 2: Current global economic developments have positive effects on Singapore’s 
future economic performance 
Body 3: Positive effects on Singapore’s net exports and foreign direct investments  

 However, current global economic developments may have positive effects on 
Singapore’s future economic performance as well.  

 With rising trade tensions happening such as between US and China, there may be trade 
diversions occurring where foreign countries retaliate and import less goods and 
services from those countries which have imposed higher tariffs on them, and trade more 
with countries like Singapore, a proponent of free trade and connectivity.   

 This will lead to an increase in the demand for Singapore’s exports, which will result in 
an increase in the net exports and aggregate demand for Singapore, thus contributing 
to increase in real national income and actual economic growth.  

 Also, since Singapore is widely perceived in the world as an attractive destination for 
investments due to its stability and well developed infrastructure and facilities, foreign 
direct investment may be redirected into Singapore in the midst of global economic 
uncertainties and instabilities.  

 This will further increase Singapore’s AD, leading to further actual economic growth in 
the long run.  
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 Also, inflow in FDI will lead to an increase in quantity and quality of capital, which will 
result in an increase in country’s productive capacity and helping Singapore to achieve 
potential growth in the long run.  

 
Body 4: Positive effects on Singapore’s productivity 

 With global economic uncertainties and instabilities, Singapore may shift its focus away 
from export driven growth towards productivity driven growth instead.  

 Hence, there may be renewed efforts by the government on training and education to 
improve the quality of Singapore’s workforce.  

 For example, the Singapore government may top up the credit in the Skillsfuture account 
of every Singaporean, subsidising them to attend workshops and training programmes 
which raise their productivity at the workplace.  

 This can increase the output per man hour for firms, which in turn lowers the unit cost of 
production, leading to a rise in short run aggregate supply (SRAS).  

 As a result, Singapore can enjoy an increase in real national income from Y0 to Y1 in the 
future, leading to actual economic growth. 

 
 In addition, the improvement to the quality of labour will increase the productive capacity 

of Singapore’s economy, leading to an increase in long run aggregate supply (LRAS), 
full employment of national income and thus boosting potential growth of Singapore.  

 
Conclusion  

 Overall, it is more likely that Singapore’s future economic performance will be adversely 
impacted by the global economic developments of uncertainty and instabilities.  

 This is because Singapore is an export oriented economy with significant amount of local 
firms exporting their goods to US and China. Thus the fall in Singapore’s net exports and 
AD due to the global economic developments will be significant, hindering Singapore’s 
future economic growth.  

 Also, it is widely expected that due to considerations of cost and proximity to markets, 
foreign direct investments will more likely flow into countries like Vietnam and 
Bangladesh rather than Singapore with the global economic developments. Hence, the 
benefits from the global economic developments to Singapore will be minimal.  
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Comments 

 For the future economic performance of Singapore, students should primarily focus on 
the effects to economic growth, but can still bring in the effects to inflation and 
unemployment.  

 Students should explain the effects to both net exports and foreign direct investments of 
Singapore due to the global economic developments.  
 

 


